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A study tracing the United States economy over the last 40 
years reports the skills needed in the changing economy around the turn of 
the 21st century. Data sources were the March Annual Demographic files of the 
Current Population Survey for 1970, 1980, 1990, and 1996, and the Public 
Microdata Sample of the 1960 Census. The study notes the rise of the premium 
in wages for college graduates and the decline in real earning for all high 
school graduates, especially males. Some highlights of the findings include 
the following: (1) office work dominates the U.S. economy; (2) office 

professionals outnumber clerical workers; (3) the wages for less-skilled 
counter workers have dropped and are continuing to drop; (4) high- skilled 
services (e.g., education, health care, police, and firefighters) have become 
more important components of the economy) ; (5) most office jobs fall into the 

"elite" and "good" jobs categories; (6) the status of female workers has 
improved in the new office economy; (7) the office economy has sharply 
increased wages and workplace opportunities for African Americans; (8) 
despite advances for females and African Americans, a substantial racial and 
gender gap remains between those groups and white males; and (9) access to 
the office, not access to new technology, has become the major source of 
increasing earning inequality. Implications of the study's findings include 
that it is high-level office workers (managers, lawyers, doctors, 
accountants), not "high tech" workers (computer technicians, engineers), 
whose incomes have risen the fastest and that "management" is more crucial 
than ever and more rewarded. The study raises questions about the structure 
of organizations, the role of unions and government, and the future of 
government protection and consumers' rights. (Contains 55 references.) (KC) 
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Foreword 



We at ETS are pleased to add this contribution to our understanding of how the modern 
economy works. We have been assessing the abilities of students and adults for more than 50 years 
and have often been asked the question — Education for What ? This report provides some new answers 
to this question and should help the education community be more effective in its role of preparing 
citizens and workers to be full participants in America's future. 

The changes in the American economy over the last several decades have been dramatic and 
sometimes disturbing. The news media have featured reports of stagnating family incomes, 
declining males' earnings, downsizing, and the difficulties experienced by displaced workers in 
finding comparable employment. Yet, our economy has generated over 25 million jobs since 1982, 
the stock market has soared, and inflation and budget deficits have all but disappeared. Further, the 
educational credentials of the labor force have gone up tremendously: In 1959, over half of prime- 
age workers had not finished high school, and only one in five had at least some postsecondary 
education. By 1995, only one in nine did not have a high school diploma — more than half had at 
least some college. 

Few analysts have been able to integrate the good and bad news into a comprehensive story about 
economic change. Many people have used terms, such as "service economy" and "post-industrial 
society," to lament the loss of good-paying manufacturing jobs. For them, the vast majority of new jobs 
are low-skilled service positions that are low-paying and without a promising future. This report 
challenges such assertions by taking a fresh look at how the government and traditional economists 
classify jobs. 

By focusing on what people actually do instead of what industry they work for (manufacturing, 
construction, professional services, finance, etc.), two senior members of Educational Testing Service 
(ETS) Office of Public Leadership, Anthony Carnevale and Stephen Rose, have developed a new 
functional approach that combines all the activities of administration, coordination, and promotion 
into a broad new category — the Office. 

We have found that office workers make up 41 percent of our workforce, but account for fully half 
of all earnings. And these office workers hold 65 percent of all managerial and professional jobs. In 
other words, the new service economy is in the office. And the low-skilled service sector represents only 
one-fifth of the labor force, essentially unchanged since 1959. 

I commend this report to your reading and look forward to participating in the continuing dialogue 
on the issues it raises. 



Nancy Cole 
President 

Educational Testing Service 



ERIC 
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Part of a Larger Study 



This executive summary is part of a larger (100-page) technical report of the same name. The precise 
methodology of the functional approach and the division of occupations into new categories are more 
thoroughly defined in the technical report. Further, the changes in all of the variables from 1959 to 
1995 and the relationships between variables are detailed in greater depth. 

This study is the first in a series of reports on the skill requirements needed in a changing economy. 
These new labor needs are based on changes in the way goods and services are produced and in the 
composition of consumers' final demand. In addition, advances in communication and transpor- 
tation have made the world a smaller place to do business. As the global economy has grown, there 
has been a convergence in what consumers in different countries want and expect and a specialization 
of tasks and abilities in different regions. We intend to look at other advanced countries to see if the 
office sector is as dominant and as rapidly growing elsewhere as in the United States. Finally, we will 
explore the nature of careers in the Office Economy by incorporating longitudinal data and by 
evaluating the cognitive abilities of different types of workers. 
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Introduction 



New Rules for the National 
Economy 

What makes the new economy go? 

It is not mainly the scientists, the engineers, the 
technicians, or the computer programmers. 

It is the members of the new Office Economy — 
a force of 52.6 million well-educated workers — 
who are reengineering every industry and pro- 
fession and changing the way America works, in 
ways great and small. 

Industrial production — the former icon for U.S. 
power and wealth — now plays second fiddle to the 
new office. These middle managers, insurance 
agents, real estate brokers, financial planners, 
executive secretaries, sales representatives, accoun- 
tants, lawyers, small business owners, CEOs, vice 
presidents, writers, clericals, editors, lobbyists, 
janitors, economists, and the like now make up a 
larger portion of the workplace (41 percent of the 
jobs) and earn more money (50 percent of total 
earnings) than any other part of the economy. 
Indeed, in 1995 these workers earned 47 percent 
more than non-office workers! 

Conventional wisdom has always viewed the 
American economy as a pyramid with a broad, 
solid base of jobs in manufacturing, construction, 
and natural resources; where productivity is 
high, which supports an array of medical, 
personal, and financial services at the top. 

In fact, the opposite has come true. The old 
industrial pyramid has been turned upside down. 
In the new economy, workers employed in a wide 
variety of office functions from marketing to 
managing and consulting are driving value added 
by reinventing, reorganizing, and rationalizing old 
industrial, natural resource, and service industries. 

Science and invention win prizes, but they are 
not where the real action is. Making the product 
and delivering the service have become a simple 
parlor trick in the global economy — it can be 
done with equal ease in Chicago or Bangladesh. 







The much-ballyhooed demand for "technical" 
skills is overstated. Such skills are a significant, 
but small, part of the economy. The major fields 
of high-earning, college-educated workers are 
located in business offices — e.g., managers, sales 
representatives, brokers, and accountants. 

Sure, people who use computers make more 
money than people who don't. But so do people 
who use pens and post-its as well as those who 
drink latte and wear Dockers on casual Friday — 
because they tend to be office workers. 

Many of these new high-skill positions 
previously were categorized under the much- 
reviled category known as "service workers" — a 
description that has become synonymous with 
low-skilled, dead-end jobs. But a closer examina- 
tion reveals that most of these workers are, in fact, 
well-paid, white-collar employees. 

The triumph of the office workers has sig- 
nificant political and social implications: 

• The office workers' mission is to rationalize 
production and service delivery in the 
interest of efficiency and accountability. The 

results do not always please everyone. In 
health care, for example, there is a battle 
between doctors and administrators over who 
will decide which services to provide. Cost- 
cutting measures and the denial of coverage to 
high-risk groups have left many patients, 
especially low-income patients, without top 
quality care. Education might be the next 
candidate for rationalization; teachers, how- 
ever, are likely to resist these changes as 
encroachments on their professional authority. 

• Unions, whose representation of the work 
force has been steadily declining, face a 
significant challenge in trying to organize 
this new breed of workers who are likely to 
have little interest in work "rules" or 
advancement based on seniority. The office 
will be tough to organize because workers are 
dispersed widely throughout industries and 
because there is less physical, psychological, 
and functional separation between them and 
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managerial authority — the traditional nemesis 
of organized workers. 

• Challenges to government, both for the 
amount it spends and the way it works, 
are likely to continue as the increasing 
efficiency of the Office Economy creates 
greater impatience with the performance of the 
public sector and strengthens the urge to 
"privatize." 

• The Office Economy seems to encourage 
growing earnings inequality. In this study, 
jobs have been organized into three categories 
from the highest to the lowest paid: elite jobs, 
good jobs, and less-skilled jobs. Although 70 
percent of prime-age American workers could 
be considered to have elite or good jobs, mostly 
in office settings, the outlook for the remaining 
30 percent, mostly outside the office, is grim 
and getting grimmer. 

Understanding the dynamics of the Office 
Economy also helps to resolve the pessimistic and 
optimistic views about the American economy. 

The pessimists lament the passing of America's 
economic golden age, between 1946 and 1973. 
They point to a declining manufacturing sector 
turning factory towns into rusting museums. 
They see the growth of dead-end jobs, the trade 
drain on good blue-collar jobs, declining wages, 
sluggish productivity, rising economic inequality, 
and downsizing — all indicators of an economy in 
decline, unable to generate enough jobs to 
support the American dream. We're in trouble, 
they say. 

The optimists point to an unemployment rate 
that has fallen below 5 percent, 25 million new 
jobs since 1982, a federal budget deficit that 
has all but disappeared, virtually nonexistent 
inflation, and a stock market that has climbed for 
15 years. We're doing pretty well, they say. 

Our analysis takes neither the side of the 
pessimists nor the optimists. We are meliorists. 
We realize that the rate of economic growth has 
declined significantly since 1973, but it is still 
positive, meaning that things are improving 
steadily even if it is at a slow pace. The number of 
prime-age workers with elite or good jobs (see 
Box 1 for definitions) has grown to 71 percent. But 
for the 37 percent of males in good jobs, the 
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average pay is down 6 percent from $38,300 in 
1979 to $35,800 in 1995. 1 
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Elite Jobs = 

Managers and professionals 



Good Jobs = 

Supervisors, craft workers, 
technicians, clerical workers, 
police, and firefighters 

Less-Skilled Jobs = 

Operatives, salesclerks, service 
workers, farm laborers 



So, the new Office Economy has delivered jobs 
and reasonable pay for most Americans. It has 
been especially beneficial to females who were 
underrepresented in the manufacturing economy. 
Females' earnings still trail males', but their 
prospects keep improving. Flowever, there's a 
catch: to share in this prosperity, a person needs 
an education beyond high school. 

It is no accident that the educational 
achievements of the labor force have risen 
dramatically. As recently as 1960, over half of 
prime-age workers (ages 30 to 59) 2 had not 
finished high school; fewer than one in 10 had 
received a bachelor's degree. Today, only 11 
percent have not finished high school or received 
a General Equivalency Degree (GED); 28 percent 
have at least a bachelor's degree; and an addi- 
tional 28 percent have at least some postsec- 
ondary education. 

The supply of educated workers is growing fast, 
but the demand for them is growing even faster. 
Even as the labor force has become more educated, 
the relative wage premium of college graduates 
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